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The  Legislative  Audit  CuniiiiilU'e 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  tlie  report  on  the  audit  of  tlie  Department 
of  Business  Regulation  for  the  year  ended  June  30,  1979. 

The  audit  was  conducted  by  Steele  and  Vaught,  C.P.A.s,  under  a 
contract  between  the  firm  and  our  office.   Tlie  comments  and  recom- 
mendations contained  in  tliis  report  reiircsent  Ihc  v  i  ens  s  ol  Uir  f  i  iiii 
and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Rrnsett ,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 


As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  reply  of  the  Department 
of  Business  Regulation  is  included  in  the  back  of  this  report. 


Criteria  listed  in  the  Montana  Operations  Manual 
regarding  frequency  of  deposits  should  be 
complied  with. 

Agency  Reply:   The  agency  believes  it  is  complying. 
See  page  13. 

An  additional  centralized  services  employee,  wliose 
duties  are  segregated  from  other  cash  functions, 
is  needed  to  log  this  mail. 

Agency  Reply:   Concur.   See  page  13. 

The  appropriate  agency  officials  should  analyze  this 
fee  and  take  steps  to  rectify  the  situation. 

Agency  Reply:   Concur. 

Each  Division's  checks  should  be  logged  separately. 

Agency  Reply:   Concur. 

Care  should  be  taken  to  list  on  the  credit  care  slip 
the  purchase  of  gas  and  oil  separately  from  repairs 
so  that  the  oil  companies  can  determine  the  proper 
gas  tax  credit. 

Agency  Reply:   Concur. 

Additional  care  should  be  taken  to  maintain  stricter 
control  over  files  in  order  to  provide  a  more 
complete  audit  trail. 

Agency  Reply:   Concur. 


Page 
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SUMMARY  OF  RECOMMl'.NDATIONS  (Continue d ) 

Page 

The  report  should  either  be  prepared  or  the  Division 
should  seek  to  change  the  requirement  i£  it  serves 
no  purpose.  5 

Agency  Reply:   Concur. 

The  Division  should  either  take  steps  to  comply 
with  the  law  or  make  known  to  the  Governor  the 
reason  why  it  cannot  comply.  5 

Agency  Reply:   Concur. 
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STEELE    a    VAUGHT 

CERTIFIED    PUBLIC    ACCOUNTANTS 

703   WEST   MENDENHALL 
BOZEMAN,   MONTANA  59715 

(406)  587-4522 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  Balance  Sheet  of  the  Montana  Department  of 
Business  Regulation  as  of  June  30,  1979,  and  the  related  statements  of 
Revenues  compared  with  Estimates,  Expenditures  Compared  with  Approp- 
riations, and  changes  in  Fund  Balances  for  the  fiscal  year  then  ended. 
Our  examination  was  made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly,  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

Accounting  records  for  equipment  are  not  adequately  maintained. 
Accordingly,  a  statement  of  General  Fixed  Assets  required  by  generally 
accepted  accounting  principles  is  not  included  in  the  financial  statements. 

In  our  opinion,  except  for  the  lack  of  a  statement  of  General  Fixed 
Assets,  as  discussed  in  the  preceding  paragraph,  the  financial  statements 
present  fairly  the  position  of  the  Department  of  Business  Regulation  as 
of  June  30,  1979,  and  the  results  of  operations  for  the  year  then  ended, 
in  accordance  with  generally  accepted  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding  year. 


Respectfully  submitted. 


Steele  &  Vaught,  CPA's 
Bozeman,  Montana 
September  6,  1979 


OBJECTIVE  OF  INTERNAL  CONTROL  REVIEW 


We  have  examined  the  financial  statements  of  the  Department  of 
Business  Regulation  for  the  year  ended  June  30,  1979  and  have  issued 
our  report  thereon  dated  September  6,  1979.   As  part  of  our  examination, 
we  made  a  study  and  evaluation  of  the  Department  of  Business  Regulation's 
system  of  internal  accounting  control  to  establish  a  basis  for  reliance 
thereon  in  determining  the  nature,  timing,  and  extent  of  other  auditing 
procedures  necessary  for  expressing  an  opinion  on  the  financial  state- 
ments and  to  assist  in  planning  and  performing  our  examination  of  the 
financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reasonable, 
but  not  absolute,  assurance  as  to  the  safeguarding  of  assets  against 
loss  from  unauthorized  use  or  disposition,  and  the  reliability  of  fin- 
ancial records  for  preparing  financial  statements  and  maintaining 
accountability  for  assets.   The  concept  of  reasonable  assurance  recog- 
nizes that  the  cost  of  a  system  of  internal  accounting  control  should 
not  exceed  the  benefits  derived  and  also  recognizes  that  the  evaluation 
of  these  factors  necessarily  requires  estimates  and  judgments  by  management. 

Our  examination  would  not  necessarily  disclose  all  weaknesses  in  the 
system  of  internal  accounting  control  because  it  was  based  upon  selective 
tests  of  accounting  records  and  related  data.  However,  our  study  and 
evaluation  disclosed  conditions  that  we  believe  to  be  material  weaknesses 
in  the  internal  accounting  controls  established  by  the  Department  and  the 
Department's  compliance  with  those  controls.  We  discuss  these  weaknesses 
in  this  report. 


Department  of  Business  Regulation  of  the 
State  of  Montana 

Comments  and  Reconimondat  ions 

June  30,  1979 

Accounting  Procedures  and  Internal  Control 

Cash  Receipts  and  Revenues 

1.  Occasionally,  producers,  producer-distributors  and  distributors 
mail  their  checks  to  the  Milk  Division  ahead  of  supporting  information 
so  that  they  may  avoid  late  penalties.   The  Milk  Division  then  holds 
the  checks  until  the  supporting  documents  arrive  so  that  the  checks 

can  be  charged  to  the  proper  revenue  ID  codes.  This  practice  occasionally 
causes  the  Milk  Division  to  be  in  violation  of  the  requirements  pertaining 
to  when  bank  deposits  should  be  made. 

RECOMMENDATION:   Criteria  listed  in  the  Montana  Operations  Manual 
regarding  frequency  of  deposits  should  be  complied  with.   Wlien 
supporting  documents  have  not  arrived  in  time,  the  checks  sliould 
be  deposited  and  a  journal  voucher  prepared  later  to  credit  the 
proper  revenue  ID  codes. 

2.  Another  weakness  in  internal  control  was  noted  in  the  cash 
receipts  function  of  the  Division  of  Weights  and  Measures.   This  Division's 
mail  is  opened  and  monies  are  logged  in  by  individuals  in  Centralized 
Services  who  on  occasion  prepare  some  of  the  bank  deposits  and  who  also 
have  control  over  the  monies  received.   As  such,  a  potential  for 
defalcation  exists. 
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RECOMMENDATION :  An  additional  Centralized  Services  employee, 
whose  duties  are  segregated  from  the  other  cash  functions,  is 
needed  to  log  this  mail. 

3.  The  Milk  Control  Board  issues  an  annual  license  for  milk  producers 
and  distributors  as  required  by  M.C.A. ,  Code  Section  81-23-202,  at  a  cost 
of  $2.00.   In  terms  of  paper,  postage  and  personnel,  the  agency  costs  per 
license  are  in  excess  of  the  $2.00  license  fee  being  received. 

RECOMMENDATION :  The  appropriate  agency  officials  should  analyze 
this  fee  and  take  steps  to  rectify  the  situation. 

4.  The  incoming  checks  to  the  Financial  and  Milk  Divisions  are  logged 
in  the  same  book,  thereby  complicating  the  verification  process. 

RECOMMENDATION :   Each  Division's  checks  should  be  logged  separately. 

Travel  Expenditures 

1.   Credit  for  gas  taxes  paid  was  lost  under  certain  circumstances. 
This  occurred  when  repair  work  orders  included  the  purchase  of  gasoline 
and  oil. 

RECOMMENDATION :  Care  should  be  taken  to  list  on  the  credit  card 
slip  the  purchase  of  gas  and  oil  separately  from  repairs  so  that 
the  oil  companies  can  determine  the  proper  gas  tax  credit. 
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File  Maintenance 

1.   In  some  instances,  files  in  the  Milk  Division  were  found  to  be 
incomplete. 

RECOMMENDATION :   Additional  care  should  be  taken  to  maintain 
stricter  control  over  files  in  order  to  provide  a  more  complete 
audit  trail. 
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OTHER  RECOMMENDATIONS 


INTRODUCTION 

Two  major  requirements  set  forth  by  the  Legislative  Audit  Committee 
as  criteria  for  this  audit  are:   (1)  examine  the  financial  statements  for 
fair  presentation  and  (2)  determine  whether  the  agency  is  c.iiTving  out 
those  activities  or  programs  that  are  authorized  by  the  Legislature  and 
determine  whether  it  is  complying  with  the  applicable  state  laws  and 
regulations. 

Our  study  and  evaluation  of  applicable  laws,  rules  and  regulations 
would  not  necessarily  disclose  all  compliance  requirements.   It  is  not 
always  within  the  scope  of  an  auditor's  expertise  to  determine  whether 
the  laws,  rules  and  regulations  are  being  properly  administered. 


I 
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Compliance 

1.  M.C.A.  Code  32-2-306  requires  the  Financial  Division  to  submit  a 
report  annually  to  tlie  Governor  on  the  general  t-onducl  o[     Building  iS. 
Loan  Associations.   In  addition,  the  report  is  to  contain  a  tabulation 

of  the  Associations'  statements.   These  reports  are  not  being  sent  to 
the  Governor. 

RECOMMENDATION :   The  report  should  either  be  submitted  or  the  Division 
should  seek  to  change  the  requirement  if  it  serves  no  purpose. 

2.  M.C.A.  Code  32-3-201  and  32-3-204  which  became  effective 
July  1,  1975,  require  the  Financial  Division  to  promulgate  rules  and 
regulations  concerning  the  minimum  amount  of  insurance  coverage,  the 
maintenance  of  accounting  systems  and  the  retention  time  of  records  for 
credit  unions.   At  present  the  Division  has  made  no  visible  progress 

in  this  matter. 

RECOMMENDATION:   The  Division  should  either  take  steps  to  comply 
with  the  law  or  make  known  to  the  Governor  tlie  reasons  wliy  it 
cannot  comply. 
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State  of  Montana 
Department  of  Business  Regulation 

Notes  to  Financial  Statc'iiients 
June  30,  19  79 


Note  A  -  Sununary  of  Significant  Accounting  Policies 

Basis  of  Accounting  -   The  modified  accrual  basis  of  accounting,  under 
which  expenditures  are  recorded  when  the  liability  is  incurred  and 
revenues  are  recorded  when  they  are  measurable  and  available  to  fin.inre 
the  Department's  operations,  is  followed  for  all  funds. 

Encumbrances  -   Encumbrance  accounting,  under  which  purchase  orders, 
contracts  and  other  commitments  for  the  expenditure  of  funds  are 
recorded  in  order  to  reserve  that  portion  of  the  applicable  appropriation, 
is  employed  in  all  funds.   The  balance  in  the  reserve  for  encunili ranees 
account,  which  is  negligible  at  June  30,  1979,  is  included  in  accrued 
expenditures  and  is  not  shown  as  a  separate  item. 

Appropriations  -   Appropriations  are  made  at  the  beginning  of  each  year 
by  the  legislature  to  cover  the  estimated  operating  expenses  of  the 
Department. 

General  Fixed  Assets  -   Fixed  assets  are  recorded  as  expenditures  in 
the  various  funds,  in  tlie  year  of  purchase  or  encumbrance,  rather  than 
being  capitalized  in  a  general  fixed  assets  group  o(    accounts.   As  a 
result,  depreciation  is  not  provided  for  general  fixed  assets  in  tlie 
■statement  of  expenditures.   Tlie  Department  does,  however,  maintain  an 
inventory  of  fixed  assets. 


Vacation  Pay  and  Sick  Pay  -  The  value  of  unused  vacation  and  unused 
sick,  leave,  accumulated  by  employees,  is  not  recorded  as  a  liability. 
The  agency  complies  with  the  law  as  set  down  in  the  Montana  Codes 
Annotated  in  regards  to  accumulating  and  paying  vacation  and  sick  pay. 

Retirement  Plan  -  Employees  of  the  Department  are  covered  by  the  Public 
Employees  Retirement  System.   The  Department's  contribution  to  the  plan 
amounted  to  $44,519  for  the  year  ended  June  30,  1979.   The  liability  for 
unfunded  past  service  costs  and  the  actuarially  computed  value  of  vested 
benefits  is  not  recognized  in  the  financial  statements. 

Note  B  -  Rentals 

Total  rent  expense  for  the  year  ended  June  30,  1979,  amounted  to  $33,982. 
The  Department  is  the  lessee  under  two  building  lease  agreements  which 
provide  for  future  rental  payments  of  $2,120  per  month  through  November, 
1981,  and  $373  per  month  through  April,  1984.   Both  leases  have  escalating 
clauses  to  allow  for  increases  or  decreases  in  rent  based  on  real  estate 
taxes  and  assessments,  janitorial  services,  and  utilities  over  the  base  year. 

Note  C  -  Contingent  Liabilities 

The  Department  is  involved  in  seven  pending  lawsuits,  nine  administrative 
hearings,  and  two  formal  investigative  proceedings.   I'he  actions  are 
primarily  related  to  enforcement  provisions  of  the  Montana  Code  Annotated. 
It  is  the  opinion  of  the  Department's  counsel  that  no  material  financial 
loss  will  be  sustained  by  the  Department  in  regard  to  these  matters. 
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DEPARTMENT  OF  BUSINESS   REGULATION 


805  NORTH   MAIN     HELENA    MONTANA  5960I 
PHONE    (406)    449-3163 


October  22,  1979 


THOMAS  L     JUDGE 
GOVERNOR 


KENT  KLEINKOPF 
DIRECTOR 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
Room  135 

State  Capitol  Building 
Helena,  Montana  59601 

RE:   Audited  Financial  Statements 

Department  of  Business  Regulation 
Fiscal  Year  Ended  June  30,  1979 

Dear  Mr.  Brusett: 

Our  Department  has  reviewed  the  audit  of  this  agency  for  the  fiscal  year 
1979.   Basically  we  cannot  take  exception  to  the  audit,  but  for  clarifi- 
cation purposes  we  would  like  to  make  a  few  suggestions.   In  the  follow- 
ing paragraphs  we  will  refer  to  the  numbered  page  of  the  audit  and  the 
paragraph  in  question,  making  then  suggestions  and  remarks  for  clarifi- 
cation. 

First  we  refer  to  Steele  &  Vaught's  letter  to  the  Legislative  Autl  1 1 
Committee  dated  September  6,  1979,  particularly  to  the  scconil  p.ir.igraph. 
While  it  might  be  required  by  generally  accepted  accounting  principles  to 
maintain  a  "statement  of  General  Fixed  Assets",  nevertheless  it  has  not 
been  required  by  Montana  law  or  regulations.   Chapter  2-1700,  Property 
Accountability  Management  System  (PAMS) ,  of  the  Montana  Operations  Manual, 
was  issued  on  August  24,  1979.   This  agency  should  have  all  Fixed  Assets 
in  the  computerized  system  in  early  1980.   The  Department  of  Administration 
has  given  each  agency  one  year  from  date  of  issuance  of  the  Chapter  for 
conversion  to  PAMS. 


Page  1 


Item  1  -  Milk  Control  Division  -  under  "Recommendation"  the  audit 
refers  to  frequency  of  deposits  in  the  Milk  Control  Division  when 
checks  are  received  without  the  supporting  documents.   On  these 
rare  occasions  the  documentation  usually  arrives  the  following  day. 
In  any  event,  the  checks  are  deposited  within  the  week,  therefore 
we  feel  we  are  in  compliance  with  Cliaptcr  2-1210.22  eiU  i  L 1  ctl  "I'le- 
quency  of  Deposits." 

Item  2  -  Woiglits  and  Measures  -  The  commciiLs  ns  pii'seiUcd  bv  tlie 
auditor  are  basically  correct,  however,  in  order  to  comply  with 
Chapter  2-1210.22  entitled  "Frequency  of  Deposits"  it  is  necessary 
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CENTRALIZED  SERVICES  DIVISION 
1SABELLE   PISTELAK,    AOMtNISTRAT  OR 


WEIGHTS  AND   MEASURES  DIVISION 
GABY   DELANO     ADMINISTRATOR 


FINANCIAL  DIVISION 

W      ALKE.    ADMINISTRATOR 


MILK   CONTROL   DIVISION 
K      M      hFLlT,    ADMINISTRATOR 


CONSUMER   AFFAIRS  DIVISION 
DICK    DISNEY.    ADMINISTRATOR 


•WE  ARE  AN  AFFIRMATIVE  ACTION  EMPLOYER' 


Mr.  Morris  L.  Brusett 
October  22,  1979 
Page  Two  (2) 


during  our  peak  load  of  licensing  that  the  same  person  in  Centralized 
Services  that  logged  the  monies  could  in  fact  type  a  deposit  ticket. 
This  would  be  an  exception  not  the  rule. 

We  feel  confident  that  we  maintain  sound  internal  control  due  to  the 
fact  other  employees  in  Centralized  Services  verify  the  log  against 
the  deposits  to  make  sure  all  monies  have  been  accounted  for  and  arc 
properly  deposited. 


We  support  the  auditor's  recommendation. 
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Exhibit  D  -  The  Appropriations  as  detailed  in  this  cxhiliit  reflect 
the  adjusted  spending  authority  after  the  implemen tn t ion  of  the 
"Cuts  Program  1979"  mandated  by  the  Governor's  Office  on  October  10, 
1978. 

This  agency  was  appropriated  $1,233,995  for  fiscal  year  1979.   The 
following  reflects  the  adjustments  imposed  by  the  "Cuts  Program 
1979",  to  wit: 


PROGRAM 


APPROP . 


CUTS-PROGRAM 
REDUCTION 


Centralized  Services  $  141,724 

Weights  &  Measures  261,218 

Financial  456,003 

Milk  249,928 

Consumers  125, 122 


$ 

56 

1 

010 

3 

,420 

30 

,615 

113 

$1,233,995 


$35,214 


REVISED  APPROP. 
FOR  OPERATIONS 

$   141,668 

260,208 

452,583 

219,313 

125,009 
$1,198,781 
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Exhibit  E  -  Reflects  the  adjusted  spending  authority  or  appropriation 
as  stated  in  the  above  item. 
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Subtitle 


'General  Fixed  Assets"  -  Upon  conversion  to  the  Property 


Accountability  Management  System  (PAMS),  depreciation  will  be  pro- 
vided for  general  fixed  assets. 
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Subtitle  "Vacation  Pay  and  Sick  Pay"  -  Referring  to  the  accumulation 
of  vacation  pay,  we  have  been  operating  as  required  under  Chapter  54J 
Section  2-18-617,  MCA,  which  reads:   "Accumulation  of  leave  -  cash 
for  unused  -  transfer.   Annual  vacation  leave  may  be  accumulated  to 
a  total  not  to  exceed  two  times  the  maximum  number  of  days  earned 
annually  as  of  the  last  day  of  any  calendar  year." 
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Mr.  Morris  L.  Rrusett 
October  22,  1979 
Page  Three  (3) 


Upon  termination,  unused  accumulated  vacation  and  25  percent  of 
unused  sick  leave  earned  after  July  1,  1971,  are  redeemed  in  casli 
to  qualified  employees. 

If  an  employee  transfers  to  another  agency,  there  is  no  cash  com- 
pensation paid  for  unused  vacation  or  sick  leave.   In  such  a  trans- 
fer, the  receiving  agency  assumes  the  liability  for  accrued  vaca- 
tion and  sick  leave  credits  transferred  with  the  employee.   We 
will  adjust  our  operation  to  include  the  recommendations  made. 


We  will  appreciate  being  notified  as  soon  as  possible  when  the  audit 
will  be  reviewed  by  the  Legislative  Audit  Committee. 

Sincerely, 


Kent  Kleinkopf 
Director 


KK/ip/jsk 
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